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1 . EMBASSY IS REQUESTED TO APPROACH MITI AT APPROPRIATE 
LEVEL TO REGISTER OUR CONCERN OVER REPORTS THAT MITI IS 
CONSIDERING ESTABLISHMENT OP A TAX RESERVE SYSTEM WHEREBY 
25 PER CENT OP THE VALUE OF A PROPOSED PLANT EXPORT TRANS- 
ACTION OF AT LEAST 100 BILLION YEN IN VALUE COULD BE SET 
ASIDE AS A RESERVE AGAINST LOSSES, THUS PROVIDING FAVORABLE 
LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 

PAGE 02 STATE 155180 

TAX TREATMENT. 


Margaret P. Grafeid Deciassified/Reieased US Department of State EO Systematic Review 06 JUL 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 


2. EMBASSY SHOULD CITE OUR WELL-KNOWN AND CONSISTENT OP- 
POSITION TO ARTIFICIAL STIMULANTS TO EXPORTS, AND SHOULD 
STRESS THAT WE WOULD REGARD THE PROPOSED RESERVE EUND SCHEME 
AS AN ARTIEICIAL STIMULUS TO EXPORTS WHICH WOULD VIOLATE 

THE RECENTLY RENEWED OECD TRADE PLEDGE. THE WORLD TRADE 
AND ECONOMIC SITUATION HAS BEEN AND REMAINS IN A VERY 
SENSITIVE STATE, WITH MANY COUNTRIES UNDER INTENSE PRES- 
SURE FROM DOMESTIC INTERESTS TO ARTIFICIALLY STIMULATE 
EXPORTS. EVERY STIMULATIVE DEVICE ADOPTED BY OTHER COUN- 
TRIES EOR THEIR EXPORTS INTENSIFIES PRESSURES EOR SIMILAR 
BEGGAR-THY-NEIGHBOR POLICIES BY THEIR TRADING PARTNERS. 

3. IN PARTICULAR, THE JAPANESE TAX RESERVE PLAN SEEMS 
TO INVOLVE A DE EACTO GOVERNMENT SUBSIDY ON CONTRACTS 
EOR THE EXPORTS OP LARGE PLANTS. WE BELIEVE SUCH TAX 
TREATMENT WOULD AMOUNT TO AN OUTRIGHT EXPORT SUBSIDY 
IN VIOLATION OP JAPAN'S COMMITMENTS IN THE GATT. THE 
PLAN IS DESIGNED TO STIMULATE PLANT EXPORTS IN LIKE 
MANNER TO THE EXPORT INPLATION INSURANCE PROPOSAL WHICH 
WE OPPOSED AND WHICH THE JAPANESE GOVERNMENT HAS DECIDED 
NOT TO INSTITUTE. 

4. WE HOPE THAT JAPAN, WHICH IS COMMITTED TO AN OPEN 
TRADING SYSTEM, AND HAS DEMONSTRATED THAT COMMITMENT BY 
SIGNING AND RENEWING THE OECD TRADE PLEDGE AND BY VIGO- 
ROUSLY SUPPORTING THE MTN, WILL CONTINUE TO RESIST 
DOMESTIC PRESSURES EOR ACTIONS WHICH ARE ULTIMATELY 
COUNTERPRODUCTIVE. 

5. TO EVALUATE PURTHER THE EFPECT OP SUCH TAX MEASURES 
ON JAPANESE TRADE, EMBASSY IS REQUESTED TO OBTAIN MORE 
INPO ON PLAN PROM MITI. IT IS NOT CLEAR WHETHER THIS 
PLAN WOULD COVER ONLY LOSSES DUE TO INPLATIONARY COST 
INCREASES AND EXCHANGE RATE CHANGES, OR WOULD ENTAIL 
A GENERAL TAX BREAK EOR EXPORTING PIRMS REGARDLESS OP 
CAUSE OF LOSS. INGERSOLL 
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